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Standard Costs 
B Y R . A. D A L R Y M P L E 
THE subject of standard costs is worthy 
of earnest consideration. A brief dis-
cussion may stimulate further study and 
investigation in this subject which has 
gained many adherents. 
The basic principles briefly stated are 
as follows: 
(1) Standard costs are those costs which 
competent engineers and operators can 
establish prior to performance as normal 
and proper, giving due consideration to 
the nature and class of cost factors and 
plant facilities available. 
(2) Cost finding by the means of stand-
ards is an application of the standards 
already established to the actual expendi-
tures, retaining an analysis of variations in 
complete detail. 
(3) Accounting reports based on stand-
ard costs make full detail comparisons of 
the variations from actual and thus estab-
lish the trend of the industry. 
In considering the application of prin-
ciple (1) we will divide costs into material, 
labor, and overhead. A new manufac-
turing venture or a new sales year and pro-
gram must be predicated on an assumed 
market basis for the necessary raw mate-
rials. If the market changes are unexpect-
edly violent, drastic changes in the program 
or sales price of the product will be neces-
sary. 
By the application of principle (2) we 
propose to continue in use throughout the 
entire period for which the estimate was 
made the same standard cost of material 
per unit as that submitted at the time the 
project or program was undertaken. Along 
with this standard cost will be shown the 
actual expenditures for material. The 
variation from standard will be a com-
posite of several factors, and this variation 
will be set up on the books divided into the 
several amounts due to separate causes. 
Thus, a variation in material cost may 
properly reflect increase in market price of 
raw material, decrease in transportation 
costs, and increase in quantity consumed 
due to greater percentage of waste than was 
included in the standard cost. This varia-
tion will be further analyzed so that the 
individual operator, the class of operations, 
and the department producing this over-
standard waste will be shown. 
Each one of these items is important in 
itself and there is potential danger in 
netting results that have such diverse 
causes. Having arranged the records so 
that there is available analyses of material 
variation, the accountant now applies 
principle (3) and shows the trend of all 
the vital factors affecting the cost of raw 
material. 
When the new project or program is 
undertaken, the second element of cost, 
namely, labor must be considered and esti-
mated. In order to do this, each operation 
necessary to convert the basic raw materials 
into finished product must be separately 
examined and the class of labor and type 
of facilities available for said operation 
must be also taken into account. A stand-
ard labor cost is established for each 
operation which will be given in the follow-
ing terms: 
(1) Standard number of units estimated 
manufacturable from basic quantity of raw 
material or previous process. 
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(2) Standard number of labor hours esti-
mated for needed production of this opera-
tion. 
(3) Standard labor rate per hour. 
(4) Standard labor cost per unit. 
The application of principle (2) would 
require an analysis of actual expenditure 
which would be in the same terms. That 
is, for a given day, pay period, or month, 
there should be definite records pertaining 
to each labor operation for production of 
good units, labor hours expended, labor 
cost, and actual labor cost per unit. 
The labor hours per unit have now be-
come as important as the rate per hour, 
and the labor cost variation is considered 
as made up of increase in hours required 
per unit, and the increase in wage rate per 
hour. 
The labor records should describe varia-
tions in the number of good units produced 
according to the standard quantity of basic 
raw material or previous operation, so that 
added material cost arising from inefficient 
utility of the basic raw material can be 
placed where the responsibility belongs. 
In establishing standard costs tor over-
head expense per unit of production, recog-
nition is given to various factors which 
have been responsible for cost results 
apparently irrational. One disturbing fac-
tor has been the varying working hours in 
the calendar months. The salaried em-
ploye is usually paid by the month and 
other overhead charges are on the same 
basis. This difficulty is overcome by 
determining the standard working hours in 
a year, allowing for Sundays, Saturday 
half-days, legal holidays, and dividing the 
total by twelve. The difference between 
standard hours for any specific month and 
the actual standard hours of a specific 
month is the variation due to the calendar. 
Another factor which has been very diffi-
cult to dispose of satisfactorily is the un-
utilized capacity of the factory. Let us 
assume, for example, that the plant facili-
ties are reasonably balanced and that their 
capacity can be established, and that a 
given percentage of the capacity can be 
accepted as a standard production for the 
available facilities. For the plant as a 
whole there are many expenditures which 
must be viewed as fixed and be based on 
this standard production. In these ex-
penditures we class the salaries of works 
manager, department superintendents, 
clerks, watchmen, etc. Local taxes and 
insurance we include in this group and 
there are many other items which might 
also be viewed as fixed and not susceptible 
to adjustment with respect to fluctuations 
in the actual production. 
If for any reason the standard production 
is not realized, the proportion of fixed over-
head applicable to unutilized standard 
capacity should be earmarked as a varia-
tion due to idle plant, and not allowed to 
confuse the actual cost of factory opera-
tions. With respect to each item or group 
of items composing that portion of over-
head which is deemed to be properly an 
expenditure fluctuating with the units of 
production, a standard based either on 
actual experience or sound engineering 
estimates can be established and actual 
expenditures should be compared there-
with. 
Repairs and maintenance can be esti-
mated for the entire plant and a portion of 
the total included as a fixed charge neces-
sary to maintain the property whether 
actively in operation or not and the balance 
which would be all or nearly all applicable 
to machinery can be assessed to depart-
ments, groups of machines, and to indivi-
dual machines. From this data a standard 
machine rate is established and variation 
from this standard can be analyzed to 
reflect increase in labor hours and rates, 
supply quantities, and prices, and a very 
useful control is possible over an item of 
continuous expenditure that may easily 
become out of line with the standard 
estimated. 
Similarly, depreciation may be con-
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sidered partly a charge to fixed overhead 
and partly a charge to the fluctuating over-
head. In disposing of machine deprecia-
tion on this basis, the useful life of the 
machine is deemed to be the total machine 
hours of operation, or the total units of 
production possible before lack of machine 
efficiency would require replacement. A 
machine rate would be composed of three 
factors, namely, power, repairs and main-
tenance, and depreciation, of which the 
depreciation rate would be a constant, but 
the amount of depreciation charged to costs 
would fluctuate with production. An ad-
ditional amount of depreciation to protect 
the industry from the inevitable loss 
through obsolescence might well be in-
cluded with the fixed overhead, after 
making proper charges to loss through 
idleness. Thus, depreciation is a constant 
cost, and the plant assets are conserva-
tively valued. 
Standards established for a definite 
period usually are not changed during that 
period but new standards should recognize 
all factors of change which have taken 
place and correct any faulty estimates 
previously established. 
